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INDEPENDENT AUDITORS' REPORT

Board of Education

Marguette-Alger Regional Educational Service Agency
321 E. Ohio Street

Marquette, Michigan 49855

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Marquette-Alger Regional
Education Service Agency, as of, and for the year ended June 30, 2006, which collectively
comprise the Agency’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Marquette-Alger Regional Education Service
Agency’'s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Governmental
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Marquette-Alger Regional Educational Service
Agency, as of June 30, 2006, and the respective changes in financial position, thereof, for the
year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 15, 2008, on our consideration of the Marquette-Alger Regional Educational Service
Agency's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered
in assessing the results of our audit.

The management’s discussion and analysis and the budgetary comparison information on
pages 5 thru 13, are not required parts of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.
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Board of Education
Marquette-Alger Regional Educational Service Agency

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Marquette-Alger Regional Educational Service Agency’s basic
financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Govemments and Non-Profit Organizations, and
is also not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements, and,
in our opinion, is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

Certified Public Accountants

September 15, 2006



MANAGEMENT'S DISCUSSION AND ANALYSIS
MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Year Ended June 30, 2006

Margustte-Alger Regional Educational Service Agency (*"MARESA” or *Agency”} is an intermediate school
district located in Marguette County, Michigan. MARESA is in its fourth year of implementation of the
provisions of Governmental Accounting Standards Board Statement 34 (GASB 34) with the enclosed financial
statements. The Administration’s Discussion and Analysis, a requirement of GASB 34, is intended to be
MARESA’s discussion and analysis of the financial results for the fiscal year ended June 30, 2006.

Generally Accepted Accounting Principles (GAAP) through GASB 34 requires the reporting of two types of
financial statements: District-Wide Financial Statements and Fund Financial Statements.

District-Wide Financial Statements

The District-Wide Financial Statements report information about the Agency as a whole using accounting
methods similar to those used by private-sector companies. The two required district-wide financial
statements are the Statement of Net Assets and the Statement of Activities. The Statement of Net Assets
includes all of the Agency’s assets and liabilities. The Statement of Activities includes all of the current year's
revenues and expenses that are accounted for regardless of when cash is received or paid.

Net Assets, the difference between the Agency's assets and liabilities, are one way tc measure a district’s
financial health or position.
« Qver time, increases or decreases in a district's net assets are an indicator of whether its financial
position is improving or deteriorating, respectively.
+ Toassess the district’s overall health, one needs to consider additional non-financial factors such as
changes in the district’s property tax base and the condition of schoot buildings and other facilities.

In district-wide financial statements, the Statement of Activities is divided into two categories:

« Governmental activities: All of the Agency’s basic services are included here, such as general and
special education and administration. Property taxes and state funding finance most of these
activities; and

» Business-type activities: The Agency does not have any activities reported as business-type
activities.

Fund Financial Statements

Fund Financial Statements are reported on a modified accrual basis. Only those assets that are “measurable”
and “currently available” are reported. Liabilities are recognized to the extent that they are expected tc be paid
with current financial resources.

The Fund Financial Statements are formatied to comply with the legal requirements of the Michigan
Department of Education’s “Accounting Manual.” In the State of Michigan, the following fund types and related
activities are defined as followed:

Governmental Fund Types

General Fund: The General Fund is the generai operating fund and, accordingly. it is used to account for
resources devoted to financing the general services of the Agency except those accounted for in another fund.

Special Revenue Funds: Special Revenue Funds are used to account for the activities of specific revenue
sources such as spacial education.

Capital Projects Fund: The Capital Projecis Fund is used to account for financial resources to be used for
major capital expenditures, including equipment, not financed by proprietary funds.



MANAGEMENT’'S DISCUSSION AND ANALYSIS

MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Debt Service Fund: The Debt Service Fund is used to accumulate resources for payment of interest and

principal on long-term bonds payable,

Proprietary Fund Types

Infernal Service Funds: Internal Service Funds are used to account for the financing of services provided by

one department to another department within the governmental entity. The Agency's Internal Service Funds
pay for various Agency unemployment claims and terminal leave benefits through user charges.

In the fund financial statements, purchased capital assets are reported as expenditures in the year of
acquisition. No asset is reported. The issuance of debt is recorded as a financial resource. The current
year's payments of principal and inferest on long-term obligations are recorded as expenditures. Fulure year's

debt obligations are not recorded.

Summary of Net Assets (District-Wide Financial Statement)

The condensed Statement of Net Assets as of June 30, 2006 and June 30, 20085, is as follows:

Current Assetis

Capital Assets
Other Assets
Total Assets

Current Liabilities
Non-current Liabilities
Total Liabilities

Investment in Capitai Assets, Net of Ralated Debt
Unrestricted
Total Net Assets

Statement of Activities (District-Wide Financial Statement)

The condensed Statement of Activities for the fiscal year ended June 30, 2008 and June 30, 2005, is as

follows:

Charges for Services
Operating Grants
Property Taxes
State Aid
Other
Total Revenues

Instruction
Supporting Services
Community Services
Other
Total Expenses
Change in Net Assets
Net Assets at Beginning of Year
Net Assets at End of Year

June 30, 2006

June 30, 2005

$ 7,184117 $ 6,126,926
2,766,598 3,009,742
9,850,715 9,136,668
3,811,423 2,930,536
2,072,068 2,105,147
5,883,491 5,035,683

992,087 1,205,555
3,075,137 2,895,430
$ 4,087,224 $ 4,100,985

June 30, 2006

June 30, 2005

$ 526,402 $ 205,239
8,385,349 8,754,774
3,803,602 3,683,334

742,330 708,742
425,043 219,784
13,882,726 13,471,873
977,684 865,340
6,703,319 6,153,850
479,373 460,691
5,758,111 5,828,320
13,916,487 13,308,201
(33,781) 163,672
$4,100,985 $3,937,313
$4,087,224 $4,100,985




MANAGEMENT’'S DISCUSSION AND ANALYSIS
MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

During the fiscal year ended June 30, 2006, the Agency’s net assets increased $1,348,555 or 33%.

Fund Balances (Fund Financial Statements)
The table below details the Agency’s governmental fund balances

June 30 June 30 Increase
2006 2005 {Decrease)
General Fund $1,719,714 $ 1,831,527 $88,187
Special Education Fund 920,990 §93,209 (72,219)
Capital Projects Fund 547,412 315,176 232,236
Other Governmental Funds (Debt Service) 122 154 (32}
$ 3,188,238 $ 2,840,066 $248,172

The General fund increased $88,187 due to cost control measures and additional indirect revenue from
MARESA becoming the fiscal agent of the State Performance Plan grant.

The Special Education fund decreased $72,219 mainly due to a reduction in expenditures of grants in which
MARESA is the fiscal agent, and per standing policy, to distribute all but 10% (equal to 10% of current year
expenditures) of fund equity to local school districts.

The Capital Projects fund increased $232,236 due to interest earned on investments, transfer from the
General fund, and sale of the Cornerstone land.

Proprietary Funds of the Agency are detailed below:

June 30 Junse 30 increase

2006 20056 (Decrease)
Retirement Fund $ (8,435) $ 50217 $ (58,652)
Unemployment Fund 272,592 261,450 11,142
$ 264,157 $ 311,667 $ (47,510}

The Retirement Fund decreased $58,652 due to payouts related to retirements.

The Unemployment Fund increased $11,142 due to interest sarned on investments.

MARESA also oversees an agency fund that had $9,355 of assets and Habilities as of June 36, 2006.
Properly Taxes levied for General Operations (General Fund Non-Homestead Taxes)

The Agency levied .2123 mills of property taxes for General Fund operations and 1.80840 mills for Special
Education operations on non-homestead properties. Under Michigan law, the taxable levy is based on the
taxable valuation of properties. Annually, the taxable value increase for property is capped at the rate of the
prior year's CPlincrease, or five percent, whichever is less. At the time of sale, a property’s taxable valuation
is readjusted to the State Equalized Value, which approximates 50 percent of the market value.

The taxable value of real and personal property located in the District for the 2005 tax year totaled
$1,746,560,531 {consisting of $874,522,745 for Homestead and $872,037,786 for Non-Homestead).

The Agency’s tax revenue for the 2005-2006 fiscal year was $3,803,602, which represents approximately 28%
of total revenues,
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Budget and Actual Revenues and Expenditures (Required Supplementary Information)

Expenditures -- Budget vs. Actual for the year ended June 30, 2006

General Fund.
Expenditures Expenditures
Expenditures Expenditires Expenditures Variance Actual & Variance Actual
Criginal Budget Final Budget Final Actuai Qriginal Budget & Final Budget
Non- Granis $ 1,983,939 $ 2,010,982 $ 1,934,668 $ (49,271 % 76,314
Grants - 3,625.376 2208278 2,208 278 (1,419,088)
Total 4 1983939 $..5.636.398 8..4.140948 8§ 2157007 541,342 784)
Special Education Fund:
Expenditures Expenditures
Expenditures Expenditures Expendilures Variance Actual & Variance Actugl
Qriginal Budget Final Budget Final Actual QOriginal Budget & Finat Budget
Non- Grants $ 1,253,487 $ 1,138,957 $ 996,346 5 (257,141) 3 {143,611)
Grants - 3,976,879 2,984,817 2,884 8617 (992,262)
Tota! 2 1293487 §.5116.836 £.3.980,963 $..2.727 478 $(1,135873)
Revenue -- Budget vs. Actual
General Fund:
Revenues Revenues
Revenues Revenues Revenues Variance Actual & Variance Actual
QOriginal Budget Final Budget Finai Actual Original Budget & Final Budget
Non- Grants % 1,566,912 $ 1,661,121 § 1,674,234 3 107,322 $ 13,113
Grants - 4,586,468 2,855 858 2,855,858 {1,730,610)
Total ~ 51566917 6,247,589 § 4530002 § 2983180
Special Education Fund:
Revenues
Revenues Variance
Revenues Revenues Revenues Variance Actual Actual & Final
QOriginal Budget Final Budget Final Actual & Original Budget Budget
Non- Grants $ 4,876,492 $ 5,003,709 $ 5,208,975 $ 332,483 $ 115266
Grants - 5,321,838 3,828,704 3928704 {1,393,134)
Total $ 4,875,492 8 10,415,547 $ $,137,679 $ 4,261,187 $ (1,277,868)

Criginal vs. Final Budget

The Uniform Budget Act of the State of Michigan requires that the local Board of Education approve the
original budget for the upcoming fiscal year prior to July 1, the start of the fiscal year.

As a matter of practice, MARESA amends its budget twice during the fiscal year. For fiscal year June 30,
2008, the budget was amended in February and June 2006. The June 2006 budget amendment was the final

budget for the fiscal year.
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REVENUES:

Revenues changed from Original to Final Budget as follows:

General Fund:
Budget Variance
Original Final
Budget Budget Armount Percent
Non-Grants $ 1,566,812 $ 1,661,121 $ 94,209 5.7%
Grants - 4,586,468 4,586 468 N/A
Total  $ 1566912 § 6247589  $ 4680677 . 74.9%
Special Education Fund:
Budget Variance
Original Final
Budget Budget Amouni Percent
Non-Grants $ 4876492 § 5,083,709 $ 217,217 4.3%
Grants - 5,321,838 5.321.838 N/A
Total $ 4876492 §$ 10415547 _..5530,055 e 93.2%0

Including Grants:

Including grants, the Agency's final budgeted revenues differed from the original budget as follows:
» General Fund by $4,680,677, a variance of 74.9%.
« Special Education Fund by $5,539,055 or 53.2% greater than the original budget.

The significant increase in revenue for both funds can be attributed mainly to Grants. Grants are recognized
on MARESA financial statements once MARESA receives formal nctice of award and approval from the state.
Hence, no grants were awarded at the time of the original budget whereas all grants were awarded and
approved by the time of the final budget. Also, the final budgets for both the General Fund and the Special
Education Fund include grant revenues that will be utifized in the next fiscal year. The Agency budgeted the
entire grant awarded by the grantors, even if the grants were to be eligible for carryover in the next fiscal year.
Ancther Contributing factor for both funds was increased interest income revenue due to higher interest rates.

Excluding Grants:
Excluding grants, the Agency's final budgeted revenue in the:
» General Fund was $1,661,121, which was $94,209 or 5.7% greater than the original budget.

« Special Education Fund was $5,093,709, which was $217,217 or 4.3% greater than the original budget.
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EXPENDITURES

The Agency’s budget for expenditures changed during the year as follows:

General Fund:
Budget Variance
Original Final
Deascription Budget Budget Amount Percent
Non-Grants $ 1,083,838 $ 2010982 § 27,043 1.3%
Grants - 3.625.376 3,625,376 N/A,

Total $ 1983030 § 5636358 § _ 3.652.419 64.8%

Special Education Fund:

Budget Variance
Original Final
Description Budget Budget Amount Percent
Non-Grants $ 1253487 § 1,138,957 $ (113,530) {10.0%)})
Grants - 3,976,879 3,976,879 N/A

Total 1263487 $ 5116836 $ 3,863,349 75.5%

Including Grants:
As indicated above, the Agency's final budgeted expenditures in the:

« General Fund was $3,652,419 or 64.8% greater than the original budget.

+ Special Education Fund was $3,863,349 or 75.5% greater than the original budget.
The significant increase in expenditures for both funds can also be attributed mainly to Granis. Grants are
recognized on MARESA financial statements once MARESA receives formal notice of award and approval
from the state. Hence, no grants were awarded at the time of the original budget whereas all grants were
awarded and approved by the time of the final budget. Also, the final budgets for both the General Fund and
the Special Education Fund include refated grant expenditures that will be utifized in the next fiscal year. The
Agency budgeted the entire grant awarded by the grantors, even if the grants were to be expended in multiple

fiscal years. The grant awards not expended by June 30, 2008, and eligible for carryover, are expended in the
next fiscal year.

Excluding Grants:
Excluding grants, the Agency’s final budget expenditures in the:
« General Fund was $27,043 or 1.3% greater than the original budget.

» Special Education Fund was $113,530 or 10.0% less than the original budget.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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REVENUES - Actual prior year vs. Actual current year for the year ended June 30, 2006

General Fund:
Variance
June 30 June 30
2006 2005 Amount Percent
Non-Grants $ 1674234 $ 1,526,680 3 147 554 9.66%
Grants 2 855 858 1,818,992 1.036,866 57.00%
Total $ 4530082 $ 3345672 3 1,184420Q 35.40%
Special Education Fund:
Variance
June 30 June 30
2006 2005 Amount Percent
Non-Grants $ 5208975 & 4,740,826 3 468,149 9.87%
Grants 3,928,704 5379539 {1,450,835) (26.96%)

Total $ 9137679 $ 10120365 §__ (982.686) (9.71%)

including Grants:

Including grants, the Agency’s current year’s final actual revenues differed from the prior year's actual
revenues as follows:

» General Fund by $1,184,420, a variance of 35.40% greater than last year's actual revenues.
» Special Education Fund by $982,686 or 9.71% less than last year's actual revenues.

The increase in revenue for the General Fund can be attributed mainly to Grants and Property Taxes. In 05-
06 MARESA was awarded as the Fiscal Agent of the State Performance Plan Grant. The significant decrease
in revenue for the Special Education fund can be attributed mainly to Grants. In 04-05 MARESA was awarded
the Fiscal Agent of the State improvement Grant, which account for $3,098,884 (of which $1,584,732 was
carry over from 03-04) of MARESA's Special Ed Grant Revenue. In 05-06 the State improvement Grant
budget was only $2,052,844 (of which $666,844 was carry over from 04-05). Other contributing factors to the
Special Education revenue were increases in Property Taxes and State Aid.

Excluding Grants:

Excluding grants, the Agency’s current year's final actual revenues differed from the prior year's actual
revenues as follows:

» General Fund was $1,674,234, which was $147 554 or 9.66% greater than last year's actual revenues,

« Special Education Fund was $5,208,975, which was $468,149 or 9.87% greater than last year's actual
revenues.

11



MANAGEMENT’S DISCUSSION AND ANALYSIS
MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

EXPENDITURES

The Agency's actual expenditures changed from last year as follows:

General Fund.
Variance
June 30 June 30
Description 2006 2005 Amount Percent
Non-Grants $ 19834668 % 1,772,761 $ 161,907 9.13%
Grants 2206278 1,323,222 883,056 86.73%
Totai § 4140946 3§ _3.085.883 $ 1.044 963 33.75%
Special Education Fund:
Variance
June 30 June 30
Description 2006 2005 Amount Percent
Non-Grants $ 986346 $ 1,002,730 $ (6,384) {0.63%)
Grants 2,984 617 3,416,544 {431,927} {12.64%)
Total $ 3980963 § 4419274 $ {438311) (9.92%)

Including Grants:

As indicated above, the Agency's current year's actual expenditures differed from the prior year's actual
expenditures as follows:

« General Fund was $1,044 963 or 33.75% greater than last year's actual expenditures.
« Special Education Fund was $438,311 or 9.92% less than last year's actual expenditures.

The significant increase in expenditures for the General Fund and significant decrease in expenditures for the
Special Education fund can be attributed mainly to Grants.

Excluding Grants:
Excluding grants, the Agency's final actual expenditures in the:
e General Fund was $161,907 or 9.13% greater than last year's actual expenditures.
« Special Education Fund was $6,384 or .63% less than last year’s actual expenditures.

L.ong-Term Debt

The Agency's long-term debt decreased $58,784 from $2,196,385 to $2,137,601 as detailed in the Notes to
Financial Statements, Note F--Long-Term Debt.
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Capital Assets at Year-End (Net of Depreciation)

MARESA’s net investment in capital decreased by $243,144 to $2,766,598 mainly as a result of depreciation.
A detail of the net investment in capital assets is presented in the Notes to Financial Statements, Note C--
Capital Assets.
Capitat Assets at Year-End
{Net of Depreciation)

Governmental Governmental
Activities — 2006 Activities - 2005
Land $ 54,017 $ 224,031
Building 2,630,598 2,687,682
Equipment 81,983 98,029
TOTALS $ 2,766,598 $ 3,009,742

Currently Known Facts That May Have a Significant Impact on the Agency’s Future

Currently there are no approved, planned, or unreported capital projects, commercial development; residential
development; litigation; or approved debt that will have a material impact on Agency cperations.

Contacting the Agency's Financial Management

This financial report is designed to provide our citizens and taxpayers with a general overview of the Agency’s
finances. If you have guestions about this report or need additional information, contact the Business and
Finance Office, of MARESA at:

321 E. Ghio Street
Marquette, M 49855
(908) 226-5106

13



MARQUETTE-ALGER REGIONAL EDUCATIONAL. SERVICE AGENCY
Statement of Net Assets
June 30, 2006

Governmental
Activities
ASSETS:
Current assets:
Cash and cash equivalents $ 4,764,921
Investments 7.817
Receivables:
Accounts receivable 176,233
Bue from other govermnmental units 2,108,630
Notes receivable -
Other current assets 125,516
TOTAL CURRENT ASSETS 7,184,117
Noncurrent assets:
Ltand 224,031
Capital assets 2,896,800
t.ess accumulated depreciation {354,233}
TOTAL NONCURRENT ASSETS 2,766,598
TOTAL ASSETS 9,950,715
LIABILITIES:
Current liabilities:
Accounts payable 1,568,707
Accrued liabitities 329,962
Due to other governmental units 1,624,201
Deferred revenue 193,307
Accrued interest 14,168
Current portion of fong term debt obligations 65,533
Other current liabilities 15,545
TOTAL CURRENT LIABILITIES 3,811,423
Noncurrent liabilities:
Compensaied absences 107,639
Bonds payabie 2,029,962
Capital lease obiigation -
Current portion of long term obligations {65,533}
TOTAL NONCURRENT LIABILITIES 2,072,068
TOTAL LIABILITIES 5,883,491
NET ASSETS:
Invested in capital assets net of related debt 992,087
Unrestricted 3,075,137
TOTAL NET ASSETS $ 4,067,224

See Notes to Financial Statements.
14



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Statement of Activities
For the Year Ended June 30, 2008

Program Revenue

Net {Expense)
Operating Revenue and
Charges for Grants and Changes in
Function / Programs Expenses Services Contributions Net Assets
Governmental Activities:
Instruction $ 977,684 $ 25,723 & 2,023,642 1,071,681
Support services 6,703,319 249,343 4,160,187 (2,293,789)
Community services 479,373 251,336 283,842 55,906
Transfers {c local districis 5,387,614 - 1,917,578 (3,480,0386)
Capital cutlay 179,149 - - (179,149)
Interest an retirement of debt 97,554 - - {97,554}
Depreciation- unaliccated 81,794 - - (81,794}
TOTAL GOVERNMENTAL ACTIVITIES 13,916,487 526,402 8,385,348 (5,004,736}
General revenues:
Taxes

Property {axes, jevied for general purposes 391,154

Property taxes, levied for special education 3,360,780

Specific ore taxes, levied for general purpeses 3,081

Specific ore taxes, levied for special education 36,723

Other taxes 11,864

State aid not restricted {o specific purposes 742,330

Grants and contributions not restricted tc specific programs 2,215

Interest and investment earnings 180,025

Miscellaneous 242 803

TOTAL GENERAL REVENUES AND TRANSFERS 4,970,875
CHANGES IN NET ASSETS (33,781}

Net Assets , July 1 4,100,985

NET ASSETS, JUNE 30 4,067,224

See Notes to Financial Statements.
15




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

ABSETS:
Cash and cash eguivalents
Investments
Receivables:
Accounts receivable
Due from other governmental units
Due from cther funds
Other current assets

TOTAL ASSETS

LIABILITIES AND FUND BALANCES:

LIABILITIES:
Accounts payable
Accrued lizbiiities
Due to cther government units
Due to other funds
Deferred revenus
Cther liabilifies

TOTAL LIABILITIES

FUND BALANCES:
Unreserved, reported in:
General Fund
Special Education Fund
Capital Projects Fund
Debt Service Fund

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

Governmental Funds
Balance Sheet
June 30, 2008

Other
Nonmajor
Governmental
Funds
Special Capital Debt
General Education Projects Service

Fund Fund Fund Fund Total
3 1,237,790 3 2,575,124 $ 545,940 122 4,358,976
1,833 1,472 - 3,105
74,439 101,794 - - 176,233
848,740 1,259,890 - - 2,109,630
87,296 38,220 - - 125516
$ 2,248,265 $ 3,976,661 $ 547,412 122 6,773,460
$ 295,866 $ 1,272,841 $ - - 1,568,707
49,295 134167 - - 183,462
- 1,624,201 - - 1.524,20%
158,845 24,482 - - 193,307
15,545 - - B 15 545
529 551 3,055,671 - - 3,685,222
1,719,714 1,719,714
820,980 920,990
547 412 547 412
122 122
1,719,714 920,990 547 412 122 3,188,238
3 2,248 265 3 3,976,661 3 547,412 122 8,773,460

See Notes to Financia! Statements.
16



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVIGE AGENCY

Governmental Funds

recohciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2006

Total Fund Balances for Governmental Funds

Amounts reported for governmental activities in the statement
of net assets are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reperted in the funds.

Cost of capital assets
Accumulated depreciation

Internal service funds are used by the Agency to charge individual funds the
cost of retirement and unemployment benefits. The assets and liabilities of the
internal service funds are included in the governmental activities in the

statement of net assets.

Land contract was used by the Agency to finance the saie of the old
administration building. The remaining armount due is recognized as a

note receivable.

Long-term liabilities are not due and payable in the current pericd and are
not reported in the funds. Long-term liabilities at year-end consist of:

Compensated absences
Bonds payable

Capital lease obligation
Accrued interest

NET ASSETS OF GOVERNMENTAL ACTIVITIES

See Notes to Financiat Statements.
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3,120,831
(354,233}

107,639
2,029,962

14,168

3 3,188,238
2,766,598
264,157
(2,151,769)
$ 4,067,224




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2006

COther
Nonmajor
Governmental
Funds
Special Capital Debt
General Education Projects Service
Fund Fund Fund Funds Total
REVENUES:
Property taxes % 395366 % 3,408,242 $ - $ - 3,803,602
Cther local sources 837,813 841,345 - - 1,478,958
State sources 1,018,891 742,678 - 32,701 4,794,270
Federal sources 2,161,496 3,897,018 - - 6,158,512
Interest 59,791 160,070 206,148 18 186,625
Cther 256,941 48,328 - - 305,269
TOTAL REVENUES 4,530,082 9,137,679 20,148 32,719 13,720,838
EXPENDITURES:
Current:
instruction 140,399 776,833 - - 917,232
Support services:
Pupil services 304,356 1,307,687 - - 1,612,043
Instructional staff services 1,311,083 471,203 - - 1,782,256
General administration services 219,318 2S00 - - 220,218
Business administration services 316,756 16,806 - - 333,562
Operations and maintenance 163,287 13,115 - - 176,412
Pupil transporiation - 2,024 - - 2,024
Central services 344,006 1,346,378 - - 1,680,384
Giher support services 890,568 38 - - 490,807
Communily services 438,078 43,297 - - 478,373
Debt Service:
Principal - - - 47,540 67,540
interest - . - 87,491 97,491
Capital outtay 15,117 2,681 - - 17,798
TOTAL EXPENDITURES 4,140,846 3,880,963 - 185,031 8,288,940
EXCESS OF REVENUES OVER
{{JNDER) EXPENDITURES 388,146 5,156,716 20,148 (132,312) 5 433,686
OTHER FINANCING SOURCES (USES):
Sale of assels 162,090 - - ~ 162,080
Transfers in 365,063 - 212,090 132,280 709,433
Transfers out {294,370) {365,083) (50,0003 - (709.43%)
Transfers o local districts {533,742) {4 863 872 - - {5,397 614)
TOTAL OTHER FINANCING SOURCES (USES) (300,859) {5,228,835) 162,090 132,280 {5,235,524)
SPECIAL ITEM:
Payment on fand contract - - 50,000 - 50,000
NET CHANGE IN FUND BALANCES B8,187 (72,218) 232,236 (32) 248172
Fund Balance, July 1 1,631,827 £893,208 315,178 154 2,840,066
FUND BALANCE, JUNE 30 & 1,719,714 $ 520,990 § 547,412 § 122 3,188,238

See Notes to Financial Statemenis.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Governmental Funds
Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities
For the Year Ended June 30, 2006

Net Change in Fund Balances - Total Governmental Funds $ 248,172

Amounts reported for governmental activities in the statement
of activilies are different because:

Governmental funds report capital outlays as expenditures, However, in
the statement of activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital cuttays in the current period.

Depreciation expense (81,794}
Capital outiays net of retirements (161,351) {243,145)

Payment received on a land contract is revenue in governmental funds
when received, but reduces the note receivable in the Statement of
Net Assets. {50,000}

Repayment of bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabiliies in the Statement of Net Assets. 67,540

Repayment of capital lease obligation is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the Statement of Net Assets. 4,187

Interest on long-term debt is recorded as an expenditure in the funds when

it is due, and thus requires the use of current financial resources. In the

statement of activities, however, interest expense is recognized as the

interest accrues, regardless of when it is due. This is the amount of

accrued interest recognized in the statement of activities. (63)

In the Statement of Activilies, certain operating expenses related to

compensated absences are measured by the amounts earned during

the year. In governmental funds, however, expenditures for these items

are measured by the amount of financial resources used. Thisis

the amount paid leave exceeded the amount earned. {12,943}

Internal service funds are used by the Agency to charge individual
funds the cost of retirement and unempioyment benefits. The net

expense of the funds is reported with governmental activities. {47,509)
Change in Net Assets of Governmental Activities 3 {33,761}

See Notes to Financial Statements.
19



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Proprietary Funds
Statement of Net Assets
June 30, 2006

Governmental
Activities:
Retirement Unemployment internal
Fund Fund Service Funds
ASSETS:
Current assets:
Cash and cash equivalents 3 135,425 $ 270,520 $ 405,945
Investments 2640 2.072 4712
TOTAL ASSETS 138,065 272,592 410,657
LIABILITIES:
Current liabilities:
Accrued liabilities 148,500 - 146,500
TOTAL LIABILITIES 146,500 - 146,500
Net Assets
Unrestricted (B,435) 272,592 264 157
TOTAL NET ASSETS $ (8435 $ 272,592 3 264 157

See Notes to Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Propristary Funds
Statement of Revenues, Expenses and Changes in Net Assets
For the Year Ended June 30, 2006

Governmental
Activities:
Retirement Unemployment Internal
Fund Fund . Service Funds
OPERATING REVENUES:
Other 3 - 3 - 3 -
TOTAL OPERATING REVENUES - - -
OPERATING EXPENSES:
Retirement benefits 87,070 - 87.070
Unemployment - - -
Payroli taxes - - -
TOTAL OPERATING EXPENSES 87,070 - 87,070
OPERATING INCOME (LOSS) {87.070) - (87,070}
NON-OPERATING REVENUES (EXPENSES):
Interest income 5060 11,142 16,202
Transfers in (out) 23,358 - _ 23,359
TOTAL NON-OPERATING REVENUES 28,418 11,142 39,561
CHANGE IN NET ASSETS (58,651} 11,142 (47.509)
Net Assets, July 1 50,216 261,450 311,666
NET ASSETS, JUNE 30 3 (8,435) § 272,582 3 264,157

See Notes to Financiai Statements.
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MARGQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Proprietary Funds
Statement of Cash Flows
For the Year Ended June 30, 2006

Governmental
Activities
" Internal
Service
Funds
CASH FLOWS FROM OPERATING ACTIVITIES: ‘
Cash received from other operating revenues $ -
Cash payments to employees for services (24,570)
NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES {24,570)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Transfers in (out) 23,359
NET CASH PROVIDED (USED) BY
NONCAPITAL FINANCING ACTIVITIES 23,359
CASH FLLOWS FROM INVESTING ACTIVITIES:
interest on investments 16,202
(Purchase} sale of investments {180)
NET CASH PROVIDED (USED) BY
INVESTING ACTIVITIES 16,022
NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS 14,811
Cash and cash equivalents, July 1 391_,134
CASH AND CASH EQUIVALENTS, JUNE 30 405,945
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating income (foss) $ (87,070)
Adjustments to reconcile operating income to net
cash provided by operating activities:
Change in assets and liabilities:
Increase {decrease} in accrued liabilities 62,500
TOTAL ADJUSTMENTS 62,500
NET CASH PROVIDED {USED) BY
OPERATING ACTIVITIES $ {24,570)

See Notes to Financial Statements.
22



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Fiduciary Funds
Statement of Fiduciary Net Assets
June 30, 2006

Agency
Fund
ASSETS:

Cash and equivalents $ 9,355
Other -
TOTAL ASSETS $ 9 355

LIABILITIES:
Due to groups, organizations and activities $ 9,355
Other -
TOTAL LIABILITIES $ 9,355

See Notes fo Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATION SERVICE AGENCY
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Marquette-Alger Regional Education Service Agency (Agency) is an intermediate school
district as defined by Michigan law that operates under a locally appointed seven-member
Board form of government that provides educational and supportive services to the
students of the thirteen local educational agencies and chartered schools within the
counties of Marquette and Alger in the State of Michigan. The Agency also acts as a fiscal
intermediary as mandated by various grantor agencies as defined in grant agreements.

The Agency’s financial statements are prepared in conformity with accounting principles
generally accepted in the Untied States of America (GAAP) as applied to governmental
units. The Governmental Accounting Standards Board (GASB) is responsible for
establishing GAAP for state and local units of government through its pronouncements.
Governments are also required to follow the pronouncements of the Financial Accounting
Standards Board (FASB) issued through November 30, 1989, that do not conflict with or
contradict GASB pronouncements. The more significant accounting policies established in
GAAP and used by the Agency are discussed below:

Reporting Entity

In evaluating how to define the Agency for financial reporting purposes, management has
considered the criteria included in GASB Statement No. 14 to determine if any legally
separate entities are component units. Based upon the application of these criteria, the
financial statements of the Agency contain all of the funds controlled by the Agency’s Board
of Education, as no other entity meets the criteria to be considered a component unit of the
Agency nor is the Agency a component unit of another entity.

Basic Financial Statements — Government-Wide Statements

The Agency’s basic financial statements inciude both government-wide and fund financial
statements. Both the government-wide and fund financial statements categorize primary
activities as either governmental or business-type. The Agency’s instruction, support, and
community services are classified as governmental activities. The Agency does not have
any business-type activities.

in the government-wide Statement of Net Assets, the governmental activities column is
presented on a consolidated basis, and is reported on a full accrual, economic resource
basis, which recognizes all long-term assets and receivables as well as long-term debt and
obligations. The Agency's net assets are reported as investment in capital assets, net of
related debt, and unrestricted.

The government-wide Statement of Activities reports both the gross and net cost of each of
the Agency’s functions. General government revenues (property taxes, state aid, etc.)
support the functions. The Statement of Activities reduces gross expenses (including
depreciation) by related program revenues, operating and capital grants directly associated
with the function.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

The government-wide focus emphasizes the substanability of the Agency as an entity and
the change in the Agency’s net assets resulting from the current year’s activities.

Basic Financial Statements — Fund Financial Statemenis

The financial transactions of the Agency are reported in individual funds in the fund
financial statements. Each fund is accounted for by providing a separate set of self-
balancing accounts that comprise its assets, liabilities, reserves, fund equity, revenues,
fund equity, revenues and expenditures/expenses.

The following fund types are used by the Agency:

Governmental Funds
The focus of the governmental funds’ measurement is upon determination of financial
position and changes in financial position (sources, uses, and balances of financial
resources) rather than upon net income. The following is a description of the governmental
funds of the Agency:

» General Fund — The General Fund is the general operating fund and accordingly, it
is used to account for all financial resources except those required to be accounted
for in another fund.

e Special Education Fund — The Special Education Fund is used to account for
financial resources that provide special education services.

+ Capital Projects Fund — The Capital Projects Fund is used to account for financial
resources of major capital expenditures, including equipment.

+ Debt Service Fund — The Debt Service Fund is used to accumulate resources for
the periodic payment of interest and principal on long-term debt.

Proprietary Funds

The focus of proprietary funds’ measurement is upon the determination of operating
income, changes in net assets, financial position, and cash flows. The following is a
description of the Proprietary Funds of the Agency:

« Internal Service Funds — Internal Service Funds are used to account for the
financing of services provided by an activity to other departments, funds, or
component units, if any, on a cost-reimbursement basis. The Agency uses two
internal service funds to account for unemployment and retirement benefits.

Fiduciary Funds

Fiduciary Funds are used to report assets held in a trustee or agency capacity for others
and, therefore, are not available to support Agency programs. The reporting focus is on
net assets and changes in net assets and are reported using accounting principles similar
to proprietary funds.

The emphasis in fund financial statements is on the major funds. Non-major funds by
category are summarized into a single column for presentation. GASB Statement No. 34
sets forth minimum criteria (percentage of the assets, liabilities, revenues, or
expenditures/expenses of either fund category or the govermmental combined) for the
determination of major funds.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

The Agency’s Internal Service Funds are presented in the Proprietary Funds’ financial
statements. Because the principal users of the services are the Agency’s governmental
activities, the financial statements are consolidated into the governmental activities column
when presented in the government-wide financial statements.

The Agency’s Fiduciary Fund is presented in the fund financial statements by type. Since,
by definition, these assets are being held for the benefit of a third party and cannot be used
to address activities or obligations of the government, these funds are not incorporated into
the government-wide financial statements.

Basis of Accounting

The basis of accounting refers to the point at which revenues and expenditures/expense
are recognized in the accounts and reported in the financial statements. It relates to the
timing of the measurements made regardless of the measurement focus applied.

Government activities in government-wide financial statements, and proprietary and
fiduciary fund financial statements are presented on the accrual basis of accounting.
Revenues are recognized when earmed and expenses are recognized when incurred.

Governmental fund financial statements are presented on the modified accrual basis of
accounting. Under the modified accrual basis of accounting, revenues are recorded
susceptible to accrual; that is, both measurable and available. “Available” means
collectible within the current period or within sixty days after year-end. Expenditures are
generally recognized under the modified accrual basis of accounting when the related
fliability is incurred, except for principal and interest on general obligation debt, if any, is
recognized when due.

Financial Statement Amounts
Cash and Cash Equivalents — The Agency has defined cash and cash equivalents to

include cash on hand, demand deposits, and time deposits with an initial maturity of three
months or less.

Investments — The Agency holds investments, where cost equals market value, in
governmental mutual funds, and in the Michigan Liquid Asset Fund investment pool.

Capital Assets - Capital assets purchased or acquired with an original cost of $5,000 or
more are reported at historical or estimated historical cost. Contributed assets, if any, are
reported at fair market value as of the date received. Additions, improvements, and other
capital outlays that significant extend the useful life of an asset are capitalized. Other costs
incurred for repairs and maintenance are expensed as incurred. Depreciation on all assets
is provided on the straight-line basis over the following estimated useful lives.

Buildings and improvements 20 ~ 50 Years
Furniture and Fixtures 5—-10 Years
Vehicles 8 Years

General capital assets are those not reported in proprietary funds, and generally result from
expenditures in the governmental funds. These assets are reported in the governmental
activities column of the Government-Wide Statement of Net Assets, but are reported in the
fund financial statements as capital outlay expenditures.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Accrued Liabilities and Long-Term Obligations — Payables and accrued liabilities that will
be paid from governmental funds are reported on governmental fund financial statements
regardless of whether they will be liquidated with current financial resources. The non-
current portion of capital leases and compensated absences, that will be paid from
governmental funds are reported as a liability in fund financial statements only to the extent
that they will be paid with current, expendable, available financial resources (generally,
within sixty days of year-end). Bonds and other non-current liabilities that will be paid from
governmental funds are not recognized as a liability in fund financial statements until due.

Deferred Revenue — In the Agency-wide statements, deferred revenue is recognized when
cash, receivables, or other assets are received prior to their being eamed. In the
governmental fund statements, deferred revenue is recognized when revenue is unearned
or unavailable. The Agency has reported deferred revenue of $168,845 in the General
Fund and $24,462 in the Special Education Fund for grant funding that has been received
but is unearned and delinquent property taxes receivable.

Net Assets — Net Assets represent the difference between assets and liabilities. Net assets
invested in capital assets, net of related debt, consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balances of any borrowings used for the
acquisition, construction, or improvement of those assets. Net assets are reported as
restricted only when there are limitations imposed on their use through enabling legislation
or th;’ough external restrictions imposed by creditors, grantors, laws, or other government
regulation.

interfund Activity — As a general rule, the effect of interfund activity has been eliminated
from the Agency-wide statements. Exceptions to this rule are (1) activities between funds
reported as governmental activities and funds reported as business-type activities; and (2)
activities between funds that are reported in different functional categories in either the
governmental or business-type activities column. Elimination of these activities would
distort the direct cost and program revenues for the functions concerned. In the fund
financial statements, transfers represent flows of assets between funds without equivalent
flows of assets in return or a requirement for repayment.

Interfund receivables and payables have been eliminated from the Statement of Net
Assets.

Special ltems ~ Special items are transactions or events that are within the control of the
Agency, and that are either unusual in nature or infrequent in occurrence.

Use of Estimates — The preparation of financial statements in conformity with U.S.
generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Budgets and Budgetary Process — The Agency foliows budgetary process prescribed by
provisions of the State of Michigan Uniform Budgeting and Accounting Act, and entails the
preparation of budgetary documents within an established timetable. All funds are legally
required to be budgeted and appropriated with the exception of fiduciary funds. The legal
level of budgetary control has been established at the functional level with modifications
made only by a resolution of the Board. At the close of each year, budget appropriations
lapse.
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NOTE B — DEPOSITS AND INVESTMENTS:

Cash Equivalenis

The following is a reconciliation of cash and investments for both the unrestricted and restricted
assets for the primary government and fiduciary funds from the Statement of Net Assets.

Primary Fiduciary
Government Funds Total
Unrestricted:
Cash and equivalents $4,764,921 $9,355 $4,774,276
Investments 7,817 - 7,817
Restricted:
Cash and equivalents - - -
Investments - - -
$4,772,738 $9,355 $4,782,093

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Agency’s deposits
may not be returned to it. State law does not require and the Agency does not have a
deposit policy for custodial credit risk. The carrying amounts of the Agency’s deposits
with financial institutions were $4.774,276 and the bank balance was $5,288,010. The
bank balance is categorized as follows:

Amount insured by the FDIC $ 188,478
Amount uncollateralized and uninsured 5,099,532
$ 5,288,010

investments

As of June 30, 2008, the Agency had the following investments.

Investment Maturities
investment Type Fair Value lLess than 1 year

Michigan Liquid Asset Fund — mutual funds $7,817 $7.817

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of the Agency’s investments. The Agency does not have a formal investment policy that
limits investment maturities as a means of managing its exposure to fair value losses
arising from increasing interest rates.

Credit Risk

Michigan statutes authorize the Agency to invest in bonds, other direct obligations and
repurchase agreements of the United States, certificates of deposits, savings accounts,
deposit accounts or receipis of a bank which is a member of the FDIC and authorized to
operate in this state, commercial paper rated at the time of purchase within the two
highest classifications established by not less than two standard rating services and
matures within 270 days from date of purchase, bankers’ acceptances of the United
States banks, obligations of the State of Michigan and its political subdivisions, external
investment pools, and certain mutual funds. Michigan law prohibits security in the form of
collateral, surety bond, or another form for the deposit of public money.
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NOTE B — DEPOSITS AND INVESTMENTS (Continued):

The Agency has no investment policy that would further limit its investment choices and
has no investments for which ratings are required. The Agency’s investments are in
accordance with statutory authority.

NOTE C - CAPITAL ASSETS:

Capital asset activity for the fiscal year ended June 30, 2006, was as foliows:

Balance Balance
July 1, 2005 Additions Disposals June 38, 2006
Non-Depreciated Capital Assets:
Land $224,031 3 - $ 170,014 $54,017
Subtotal 224 031 - 17G,014 54,017
Qther Capital Assels:
Building 2,854,178 - - 2,654,178
Equipment 203,972 8,664 - 212,635
Subtetal 3,058,150 8,664 - 3,066,814
Total Capital Assets 3,282,181 8,664 178,014 3,120,831
Accumulated Depreciation:
Building (166,496) (57,084} - (223,580)
Equipment {105,943) (24,710 - (130,653}
Subtotal {272,438) (81,794) - (354,233)
NET CAPITAL ASSETS $3,009,742 $(73,130) $17¢,014 $2,766,588

Depreciation expense was not allocated to specific governmental functions and it appears
on the Statement of Activities as unallocated.

NOTE D - FUND MODIFICATIONS (TRANSFER TO/FROM OTHER FUNDS):

Interfund transfers are included under “Other Financing Sources (Uses)” in fund financial
statements to identify amounts transferred between funds during the year ended June 30,
20086, as well as for interfund charges for services.

Amounts transferred to and from various individual funds during the year ended June 30,
20086, are as follows:

Transfers to Transfers from
Fund Other Funds Fund Other Funds
General Fund $204,370 General Fund $365,063
Special Education 365,063 Capital Projects Fund 212,090
Capital Projects Fund 50,000 Debt Service Fund 132,280
Total $709,433 Total $709,433

Transfers are used to (1) move revenues from the fund that statute or budget requires to
collect them to the fund that statute or budget requires to expend them, (2) moves receipts
restricted to Debt Service from the funds collecting the receipts to the Debt Service Fund
as debt service payments become due, and (3) use unrestricted revenues collected in the
general fund to finance various programs accounted for in other funds in accordance with
budgetary authorizations.

29



NOTE E - TERMINAL LEAVE:

Upon retirement from the Agency and upon simultaneously becoming eligible for benefits
from the Michigan Public School Employees’ Retirement System, the Agency shall pay to
certain eligible employee’s terminal leave benefits based upon various labor and union
contract terms or administrative policies. These funds are accrued in the Terminal Leave
Fund, which is an Internal Service Fund, as accrued liabilities to meet this obligation. The
balance at June 30, 2006 is $146,500.

NOTE F — LONG-TERM DEBT:

A summary of the changes in long-term debt for the year ended June 30, 2008, is as
follows:

Balance Balance
July 1, 2005 Additions Disposals June 30, 2006
Governmental Activities General
Long-Term Debt:
School Building and Site Bonds, $1,800,000 $- $45,000 $1,755,000
Series 2002
Schoot Improvement Bond, Series 1998 297,502 - 22,540 274,962
Capital lease obligation 4,187 - 4,187 -
Compensated absences 04,696 12,843 - 107,639
Total $2,196,385 312,043 371,727 $2,137 601

The annual debt service requirements to maturity, including both principal and interest, for
the non-current fiabilities (excluding compensated absences) are as foliows:

Year £nded June 30 Principal Interest Total

2007 $68,608 $94,097 $162,705
2008 74,738 90,903 165,641
2008 75,9186 87 425 163,341
2010 82,149 83,892 166,041
2011 83,442 80,068 183,510
2012-2016 485,109 378,635 863,744
2017-2021 450,000 246,420 696,420
2022-2026 585,000 121,750 706,750
2027 125,000 6,250 131,250
Total $2,029,962 $1,189,440 $3,219,402

SCHOOL IMPROVEMENT BOND, SERIES 1998

The Agency participated in the School Improvement Bond, Series 1998, to obtain one-half
of their allocation of the statewide Durant Settlement. As part of the settlement, the Agency
will receive one-half of their total settiement of $931,342 over a ten-year period. The other
half of the settlement was received through bond proceeds obligated to the Agency. The
debt service requirements of the bonds funded through annual state aid payments are
repaid over a fifteen -year period that began May 15, 1899. A schedule of the Agency's
remaining bond repayment requirements are as follows:
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NOTE F — LONG-TERM DEBT (Continued):

Governmental Activities

Year Ended Durant Bonds
June 30 Principal Interest Totat

2007 $23,608 $9,087 $32,695
2008 24,738 7,063 32,701
2009 25,916 6,785 32,701
2010 27,149 5,552 32,701
2011 28,442 4,259 32,701
2012-2013 145,100 41,904 187,013
Total $274,962 $75,550 $350,512

SCHOOL BUILDING AND SITE BONDS, SERIES 2002

The Agency obtained general obligation bonds in the amount to $1,900,000 for the
purchase and renovation of a new instructional and administration building. The interest,
payable semiannually on May 1 and November 1 of each year, ranges from 4.60 percent to
5.00 percent. Principal is payable in varying amounts on May 1. Bonds maturing after
2011 are eligible for redemption. The Agency's remaining bond repayment requirements
are as follows:

Governmental Activities
Generat Obligation

November 1 May 1
June 30 interest Principal Interest Total

2007 $42,505 $45,000 $42,505 $130,010
2008 41,470 50,000 41,470 132,940
2009 40,320 50,000 40,320 130,640
2010 39,170 55,000 39,170 133,340
2011 37,805 55,000 37,906 130,810
2012 - 2016 168,365 340,000 168,365 678,730
2017 - 2021 123,210 450,000 123,210 696,420
2022 — 2026 60,875 585,000 60,875 706,750
2027 - 2028 3,125 125,000 3,125 131,250
Total $556,845 $1,755,000 $556,945 $2,868,890

CAPITAL LEASE OBLIGATION

The Agency financed the purchase of a voice mail system using an installment purchase
agreement that requires forty-eight monthly payments of $380, including interest at
15.89%. The $13,949 cost of the equipment and its $3,953 of accumulated amortization
are included in the Government-Wide Statement of Net Assets as a capital asset. The
capital lease obligation was paid off during the fiscal year 2005/2006.
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NOTE G — EMPLOYEE RETIREMENT SYSTEM — DEFINED BENEFIT PLAN:

The Agency contributes to the Michigan Public School Employees’ Retirement System
(MPSERS), a cost-sharing multiple-employer defined benefit pension plan administered by
the Michigan Department of Management and Budget, Office of Retirement Systems.
MPSERS provides retirement, survivor, and disability benefits to public school employees.
Eligibility and benefit provisions are governed under Public Act 136 of 1945, recodified and
currently operating under the provisions of Public Act 300 of 1980, as amended. MPSERS
issues a publicly available financial report that includes financial statements and required
supplementary information.

The annual report may be obtained by writing to the Department of Management and
Budget, Office of Retirement Systems, P.O. Box 30171, Lansing, Michigan 48909-7671, or
by calling (517) 322-5103.

The Agency is required by state statute to contribute 14.87 percent of covered payroll from
July 1, 2004 to September 30, 2005, and 16.34 percent from October 1, 2005 to June 30,
2006. Contributions to MPERS are determined on an actuarial basis using the entry age
normal actuarial cost method. Contribution requirements of plan members including the
Agency are established and may be amended only by state statute. The Agency's
contributions to MPSERS for the years ending June 30, 2006, 2005, 2004, and 2003 were
$524.359, $414,917; $359,982: and $355,497, respectively. Required contributions
payable at June 30, 2006, 2005, 2004, and 2003, of $23,587, $17,613; $16,755; and
$22 340, respectively, were remitted after year-end.

Mandatory member contributions were phased out between 1974 and 1977, with the plan
remaining noncontributory until January 1, 1987, when the Member investment Plan (MIP)
was enacted. MIP members enrolled prior to January 1, 1990, contribute at a permanently
fixed rate of 3.9 percent of gross wages. The MIP contribution rate was 4.0 percent from
January 1, 1987, the effective date of the MIP, until January 1, 1990, when it was reduced
to 3.9 percent. Members first hired January 1, 990, or later and returning members who
did not work between January 1, 1987 through December 31, 1989, contribute at the
following graduated permanently fixed contribution rate: 3 percent of the first $5,000; 3.6
percent of $5,001 through $15,000; 4.3 percent of all wages over $15,000. Basic Plan
members make no contributions. Contributions collected and remitted by the School
Agency on behalf of MIP members for the years ending June 30, 2006, 2005, 2004, and
2003, were $101,661, $87,475; $86,323; and $83,897, respectively, equal to the required
contributions for each year.

Other Post-Employment Benefits

In additional to the pension benefits, MPSERS provides comprehensive group medical,
hearing, dental and vision coverage for retirees and beneficiaries. A significant portion of
the premium is paid by MPSERS with the balance deducted from the monthly pension of
the retiree. The portion provided by MPSERS is factored into the pension contribution rate.
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NOTE H - PROPERTY TAXES:

The taxable value of real and personal property located in the Agency’s geographic area at
December 1, 2005, totaled $1,746,560,531 representing approximately 50 percent of the
estimated current value. The tax levy for the year was based on mileage rates of .2123
mills for general education and 1.80840 mills for special education (one mill is equal to
$1.00 per $1,000 of taxable value).

NOTE | — RISK ASSESSMENT MANAGEMENT:

The Agency is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The Agency, together with approximately 334 other school disfricts in the State,
participates in the MASB-SEG Property/Casualty Pool, Inc., (Pool), a governmental group
property and casualty self-insurance pool. The Agency pays an annual premium to the
Pool for its general insurance, workers’ compensation, and errors and omissions coverage.
Members’ contributions to the Pool in excess of claim losses, expenses, and other costs
may be refunded. The Pool may assess members a supplemental assessment in the
event of deficiencies.

The Pool limits the maximum net loss that may arise from large risks or risks in
concentrated areas of exposure by reinsuring certain levels of risk with other insurers or re-
insurers. The Agency’s comprehensive and fleet insurance coverage is limited to a
maximum of $5,000,000 per occurrence for all claims. The Pool is responsible for paying
costs up to the insurance limits with any additional costs covered by the Agency.

The Agency estimates that the amount of actual or potential claims, if any, against the
Agency as of June 30, 2006, exceeding the risk pools’ coverage, is not material to the
basic financial statements. Therefore, no provision for estimated claims is recognized.

NOTE J - NOTE RECEIVABLE:

The Agency entered into a land contract to sell the former administration building in the
amount of $625,000. Upon the execution of a land contract in June 2002, the Agency
received a payment of $400,000 toward the cost of the building. No interest is payable on
the remaining outstanding balance of the land contract. The remaining amount due for the
building of $50,000 was received in the year ended June 30, 2006.

NOTE K - ACCRUED LIABILITIES:
A summary of accrued liabilities at June 30, 2006 as follows:

Governmental Activities

Accrued wages $ 144,350
Accrued fringes 185,612
$ 329,962
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REQUIRED SUPPLEMENTARY INFORMATION
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

REVENUES:
Property taxes
Qther local sources
State sources
Federal sources
interest
Qther sources

TOTAL REVENUES

EXPENDITURES:

Instruction

Support services:
Pupit services
Instructional staff services
General administration services
Business administration services
Pupit transportation
Operations and maintenance
Cantral services
Other support services

Total Support Services

Community Services
Debt service:
Principat
interest
Capital outlay

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):
Sale of assets
Transfers in (out)
Transfers to locai districis

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCE

Fund Balance, July 1

FUND BALANCGCE, JUNE 30

General Fund

Budgetary Comparison Schedule
For the Year Ended June 30, 2006

Variances

Positive (Negative)

Budgeted Amounts QOriginal Budget Final Budget
Qriginal Final Actuai to Final Budget to Actual

$ 405,866 $ 402823 395,360 $ (3,043) 3 (7.463)
110,767 1,044,788 637,613 934,021 {407 175)
832,433 1,080,506 1,018,891 248073 (61.615)
365 3,400,860 2,161,498 3.400,495 {1,239,364)

27,000 59,000 59,791 32,000 791
190,481 259,812 256,941 69,131 {2,671)

1,566,912 6,247 589 4,530,092 4,680,877 {1,717,497)
64,022 162,245 140,399 (98,223) 21,848
53,338 365,206 304,356 (311,868) 80,850

647,268 1,547,570 1,311,053 (900,302} 238,517

244 531 231,581 219,318 12,950 12,263

351,812 333,384 316,756 18,528 16,628
100 - - 100 -

173,574 179,961 163,297 (8,387) 16,664

335,294 362,132 344,006 (26,838) 18,128
250 1,889,053 890,568 {1,888,803)

1,806,267 4,908,887 3,548,354 (3,102,620} 1,359,533
92,750 549,540 438,076 (456,790) 113,464
20,900 15,686 15,117 5214 569

1,983,839 5,636,358 4,140,546 {3,652,419) 1,495 412

(417,027} 611,231 389,148 1,028,258 {222,085)
- 162,090 162,080
338,019 90,041 70,693 (247 978) (19,348)
(26,355} {709,303) (533,742) (682,948} 175,561
311,664 (457,172} (300,959} (930,926) 156,213
{105,363) 154,059 88,187 97,332 (65,872)
1,631,527 1,631,527 1,631,527 - -
$ 1526154 3 1785588 $ 1,719,714 $ 97,332 $ (85872
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

REVENUES:
Property taxes
(Cther local sources
State sources
Federal sources
Interest
Other sources

TOTAL REVENUES

EXPENDITURES:

Instruction

Support services:
Pupi! services
Instructional staff services
General administration services
Business administration services
Pupit transportation
Ogperations and maintenance
Central services
Other support services

Total Support Services

Community Services
Capital outiay

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{(UNDER) EXPENDITURES

OTHER FINANGING SOURCES (USES):
Transfers in {out}
Transfers to lecal districts

TOTAL OTHER FINANGING
SOURCES (USES)

NET CHANGE IN FUND BALANCE
Fund Balance, Juiy 1

FUND BALANCE, JUNE 30

Special Education Fund

Budgetary Comparison Schedule
For the Year Ended June 30, 2006

Variances
Positive (Negative)
Budgeted Amounts Original Budget Final Budget
Originat Finat Actual {o Final Budget to Actual
$ 3458634 $ 3,443,376 $ 3,408,242 % {15,268) §  (35134)
621,965 722,115 841,345 100,150 119,230
668,575 740,519 742,678 71,944 2,159
29,945 5,370,742 3,997,018 5,340,797 {1,373,726)
40,000 96,000 100,070 50,000 10,070
57,373 48,795 48,328 (8,578) {467}
4,876,492 10,415,547 9,137,679 5,636,055 (1,277,868}
449,343 822,744 776,833 (373,401) 45,811
363,818 1,367,225 1,307,687 (1,003,407) 58,538
380,386 812,103 471,203 {431,717} 340,900
- 1,900 900 {1,900) 1,000
12,140 15,360 16,806 (3,220) {1,446)
2,600 12,349 13,115 (10,349) (786)
4,800 2,000 2,024 2,800 (24)
- 1,997,920 1,346,378 (1,997,820) 651,542
- 41 39 (41) 2
763,144 4,208,898 3,158,152 {3.445,754) 1,050,746
6,000 78,731 43,297 (72,731} 35,434
35,000 8,463 2,681 28,5637 3,782
1,253,487 5,116,836 3,880,963 (3,863,349) 1,135,873
3,623,005 §,298,711 5,156,716 1,675,708 (141,995)
(102,419) (384,211) (365,083) (281,792) 19,148
(2,755,670} (3,849,815) {4,863,872) (1,094,145) {1,014,057)
(2,858,089) (4,234,026) (5,228,935) (1,375,937} (994,909)
764,918 1,064,685 (72,219) 259,769 (1,136,904)
993,209 993,208 993,209 - -
$ 1,758,125 $ 2057894 $ 920990 $ 299769  § (1,136,904)
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- ANDERSON, TACKMAN & COMPANY, PL.C. sicHicAs

ESCANABA

CERTIFIED PUBLIC ACCOUNTANTS IRON MOUNTAIN

KINROSS

PARTNERS - MARQUETTE

JOHN W. BLEMBERG, CPA ROBERT J. DOWNS, CPA, CVA DAMIEL £ BIANCHI, CPA WISCONSHN

GREEN BAY
MIEWAUKEE

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education
Marquette-Alger Regional Educational Service Agency
Marquette, Michigan 49855

We have audited the financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of Marquette-Alger Regional Educational
Service Agency as of and for the year ended June 30, 2006, which coliectively comprise
Marquette-Alger Regional Educational Service Agency’s basic financial statements and
have issued our report thereon dated September 15, 2008. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Marquette-Alger Regional Educational
Service Agency’s internal control over financial reporting in order to determine our auditing
procedures for the purpose of expressing our opinions on the financial statements and not
to provide an opinion on the internal contro! over financial reporting. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material
weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
general purpose financial statements being audited may occur and not be detected withina
timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over financial reporting and its operation
that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Marquette-Alger Regional
Educational Service Agency’s financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.
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Board of Education
Marquette-Alger Regional Educational Service Agency

Marquette, Michigan 49855

This report is intended solely for the information and use of the Board of Education,
management, and federal awarding agencies and pass-through entities and is not intended
to be, and should not be, used by anyone other than these specified parties.

Ardorson, Tackmar & Compary, FLC
Certified Public Accountants

September 15, 2006
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ANDERSON, TACKMAN & COMPANY, P.L.C. wicHIGAN

ESCANABA

CERTIFIED PUBLIC ACCOUNTANTS IRON M?(?:\?géist
PARTNERS : MARQUETTE
IOHM W. BLEMBERC. CBA ROBERT J. DOWNS, OPA, CVA DANIEL E. BIANCHI CPA WISCONER

GREEN BAY
MILWAUKEE

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Marquette-Alger Regional Educational Service Agency
Marquette, Michigan 49855

Compliance
We have audited the compliance of Marquette-Alger Regional Educational Service Agency

with the types of compliance requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its
major federal programs for the year ended June 30, 2006. Marquette-Alger Regional
Educational Service Agency's major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to
each of its major federal programs is the responsibility of Marquette-Alger Regional
Educational Service Agency’s management. Qur responsibility is to express an opinion on
Marquette-Alger Regional Educational Service Agency’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about Marguette-Alger Regional Educational Service Agency’s compliance with
those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on Marquette-Alger Regional Educational
Service Agency’s compliance with those requirements.

In our opinion, Marquette-Alger Regional Educational Service Agency complied, in all
material respects, with the requirements referred to above that are applicable to each of its
major federal programs for the year ended June 30, 2006.
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Board of Education
Marquette-Alger Regional Educational Service Agency
Marquette, Michigan 49855

Internal Control Over Compliance

The management of Marquette-Alger Regional Educational Service Agency is responsible
for establishing and maintaining effective internal control over compliance with
requirements of laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered Marquette-Alger Regional Educational
Service Agency's internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report
on internal control over compliance in accordance with OMB Circular A-133.

Qur consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is
a reportable condition, in which the design or operation of one or more of the internal
control components does not reduce, to a relatively low level, the risk that noncompliance
with applicable requirements of laws, regulations, contracts and grants caused by error or
fraud that would be material in relation to a major federal program being audited may occur
and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over
compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information of the Board of Education, management,
and federal awarding agencies and pass-through entities, and is not intended to be, and
should not be, used by anyone other than these specified parties.

Arderson, [ackmar & Com, ary, PO

Cert|f|ed Public Accoun ants

September 15, 2006
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2006
NOTE A - OVERSIGHT AGENCY:
The U.S. Department of Education is the current year's oversight agency for the single

audit as determined by the agency providing the largest share of Marquette-Alger Regional
Educational Service Agency’s federal awards.

NOTE B — BASIS OF ACCOUNTING:

The Schedule of Expenditures of Federal Awards has been prepared on the accrual basis
of accounting.

NOTE C - FINAL COST REPORT — FORM D$S-4044:

The final cost reports are not due until 60 days after the end of the grant period. The
reports for the current year were not completed as of the date of our report. However,
we reviewed the reports filed for the prior year grants and noted that they agreed with
either the prior year audited figures or the prior year and current year audited figures
combined.

NOTE D - SCHEDULE OF FEDERAL AWARDS:

Current Payments per R7120 $5,104,949
Add payments not on R7120:
Office of Juvenile Justice & Delinguency Prevention $5,612
Entrepreneurship Curriculum Development 171,175
Activities Grant 27,594
RCN — UPAN Autism 11,385
Perkins 112,824
Vocational Rehabilitation Grant 5,693
Title IV 7,754
Teaching American History Grant (Building Bridges) 36,328
Medicaid Program 83,531
Biock Grants for Prevention & Treatment of Sub. Abuse 84,925
SAMHSA Drug - Free Communities 43,738
Learm and Serve 52,053
Americorps 194,079
Homeland Security 3,777 840,466

Less Payments on R7120:
Recorded as receivable at June 30, 2005:
Title | (25,993)
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2006

NOTE D - SCHEDULE OF FEDERAL AWARDS (Continued):

Special Education Grants to State $(560,811)
Special Education — Preschool Grants (35,976)
Infant & Toddler Formula Grants (14,921)
Drug Free Formula (54,196)
HAA VII - B Homeless Child Education (21,193)
{ )

)

)

)

Voc Ed. Technical Prep 18,356
Title V LEA Allocation (2,794
State Improvement Grant (476,472
State Grant Title  Part A (337 $(1,211,049)

Add Payments not on R7120:
Recorded as receivable at June 30, 2006:

Title | 20,647
Special Education Grants to State 877,801
Special Education ~ Preschool Grants 29,314
Infant & Toddler Formula Grants 15,165
Drug Free Formula 38,556
HAA VIl - B Homeless Child Education 18,951
Voc Ed. Technical Prep 52,182
State Improvement Grant 373,018
State Grant Title i Part A 83 1,425 707
Adjustments:
Due to rounding (1)
TOTAL FEDERAL AWARDS EXPENDITURES REPORTED IN
THE SCHEDULE OF FEDERAL AWARDS $6,160,072

A reconciliation of expenditures on the Schedule of Federal Awards to federal revenue
recognized is as follows:

GENERAL FUND:
Total Federal Revenue Sources Reported in the Financial Statements $2,161.496
SPECIAL EDUCATION SPECIAL REVENUE FUND:
Federal Sources - Reported in the Financial Statements 3,997,016
ADJUSTMENTS:
Minor Reconciling Items 1,560
TOTAL FEDERAL AWARD EXPENDITURES REPORTED N

THE SCHEDULE OF FEDERAL AWARDS $6,160,072
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2006

SUMMARY OF AUDIT RESULTS:

1.

The auditors’ report expresses an unqualified opinion on the financial statements of
Marquette-Alger Regional Educational Service Agency.

No reportable conditions were disclosed during the audit of the financial statements.
No instances of noncompliance material to the financial statements of Marquette-
Alger Regional Educational Service Agency, which would be required to be reported
in accordance with Government Auditing Standards, were disclosed during the
audit.

No reportable conditions were disclosed regarding the major federal award
programs.

The auditors’ report on compliance for the major federal award programs for
Marquette-Alger Regional Educational Service Agency expresses an unqualified
opinion on all major federal programs.

There are no audit findings that require disclosure under Section 510(a) of OMB
Circular A-133.

The programs tested as major were:

The State Performance Plan Development and implement Grant CFDA #84.027

Flow Through CFDA #84.027
State Initiated Competitive — ESOD CFDA #84.027
Personnel Development CFDA #84.027
MI IDEA Transition CFDA #84.027
Start Project — UPAN CFDA #84.027

The threshold for distinguishing Type A & B programs was $300,000.

Marquette-Alger Regional Educational Service Agency qualified as a low-risk
auditee.

FINDINGS — FINANCIAL STATEMENT AUDIT:

None

FINDIENGS AND QUESTIONED COSTS ~ MAJOR FEDERAL AWARD PROGRAMS
AUDIT:

None
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the year June 30, 2006

There were no financial statement findings nor findings and questioned costs for
major federal awards in the prior year.
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September 15, 2006

Board of Education
Marquette-Alger Regional Service Agency
Marquette, Ml 49855

We have audited the basic financial statements of the Marquette-Alger Regional Service Agency for the year
ended June 30, 2006, and have issued our report thereon dated September 15, 2006. Professional Standards
require that we provide you with the following information related to our audit.

Qur Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated July 19, 2006, our responsibility, as described by professional
standards, is to plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatements and are fairly presented in accordance with U.S. generally
accepted accounting principles. Because an audit is designed to provide reasonable, but not absoclute
assurance and because we did not perform a detailed examination of all transactions, there is a risk that
material misstatements may exist and not be detected by us.

As part of our audit, we considered the internal control of Marquette-Alger Regional Service Agency. Such
considerations were solely for the purpose of determining our audit procedures and not to provide any
assurance concerning such internal control.

Significant Accounting Policies

Management is responsibility for the selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we will advise management of the appropriateness of the accounting
policies and their application. The significant accounting policies used by the Agency are described in
Footnote A to the financial statements. No new accounting policies were adopted and the application of
existing policies was not changed during the 05-06 fiscal year. We noted no transactions entered into by the
Marquette-Alger Regional Educational Service Agency during the year that were both significant and unusual,
and of which, under professional standards, we are required to inform you, or transactions for whichthereis a
lack of authoritative guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. These estimates are relatively insignificant in relation to the financial statements as a whole.

102 W. WASHINGTON STREET, SUITE 109 MARQUETTE, MICHIGAN 48855 (906)225-1166 FAX: (906) 225-1714
WWW.ATCOMQT.COM



Board of Education
Marquette-Alger Regional Service Agency
Marquette, Michigan 49855

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financial statements that, in our judgement, may not have been detected except through our auditing
procedures. An audit adjustment may or may not indicate matters that could have a significant effect on the
Agency’s financial reporting process (that is, cause future financial statements to be materially misstated). In
our judgment, none of the adjustments we proposed, whether recorded or unrecorded by the Agency, either
individually or in the aggregate, indicate matters that could have a significant effect on the Agency’s financial
reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that
could be significant to the financial statements or the auditors’ report. We are pleased to report that no such
disagreements arose during the course of our audit.

Consultation with Other Independent Accountanis

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consuitation involves application of
an accounting principle to the governmental unit's financial statements or a determination of the type of
auditor's opinion that may be expressed on those statements, our professional standards require the
consuiting accountant to check with to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.

lssues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Marguette-Alger Regional Service Agency’s
auditors. However, these discussions occurred in the normal course of our professional relationship and our
responses were not a condition of our retention.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in the performance of our audit.

This information is intended solely for the use of the Board of Education and management of the Marquette-
Alger Regional Service Agency and is not intended to be and should not be used for anyone otherthan these
specified parties.

Anderson, TacRman & Company, PLC
Certified Public Accountants



